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SUMMARY 


During 1981, Ecuador's Gross Domestic Product grew by a reported 4.8 percent in 
real terms. Public sector spending and a better performance by the "agrarian" 
sector were in large part responsible for the slight increase in 1981 real growth. 
Private investment slowed considerable because of lingering political uncertain- 
ties, lack of adequate credit, and higher labor costs. Ecuador's export sector, 

in past years an engine of growth, was sluggish in 1981 and may do no better in 
1982. This factor, plus a likely decline in the rate of growth of public spending, 
suggests that real growth during 1982 may be no more than four percent. In 1981, 
Ecuador produced some 76.8 million barrels of petroleum, UP Slightly from the 1980 
total. Exports of crude petroleum and fuel oil accounted for some 68 percent of 
Ecuador's receipts from merchandise exports and between 45 and 50 percent of 

total public sector revenues. During 1982 petroleum production should increase 
somewhat, but export revenues are likely to fall. This drop may be counteracted 
in part by some improvement in Ecuador's agricultural exports -- bananas, coffee, 
and cocoa had a dismal year in 1981. The growth rate of the manufacturing sector, 
which decreased in 1981, will slow even further, while growth in the construction 
sector will also be lower. 


During 1981 Central Government and other public sector spending continued to grow 
rapidly, while revenues increased only marginally. Extensive external borrowing 
helped lower the resultant deficit to manageable proportions. The growth rate in 
public sector spending during 1982 is likely to moderate somewhat, although total 
spending could reach $6,000 million, about 36 percent of Ecuador's projected 
year-end 1982 GDP. Money supply growth in 1981 was erratic. Officially-measured 
inflation in 1981 was 15.6 percent, above that of 1980 but a very admirable level 
by Latin American standards. 


Ecuador recorded a diminished, but still positive, balance-of-merchandise trade 
surplus in 1981. Based on preliminary information, Ecuador had a $200 million 
bilateral balance-of-merchandise trade surplus with the United States. The sharp 
increase in investment income outflows caused Ecuador's current account deficit 

to more than double between 1980 and 1981. While the country's capital account 
surplus also grew, the net result was a balance-of-payments deficit of nearly 
$300 million, reflected in a drop to $563 million in Ecuador's year-end 1981 net 
holdings of international monetary reserves. The year-end reserve level was ou a 
c.i.f., licenses liquidated basis. Ecuador will probably record another balance- 
of-payments deficit in 1982, with reserves perhaps falling by an additional $150 
million. At year-end 1981 Ecuador's total external debt was equivalent to over 

40 percent of GDP. The total debt grew by 20.3 percent in 1981, while the total 
debt service ration for 1981 was in the 45 percent range. The 1982 total debt 
service ratio could be even higher. A devaluation of the sucre took place recently, 
when Ecuador's Joint Monetary Board announced a three-tier system of exchange 
rates which would be effective immediately. The official rate of S/.25 (sucres) 
to U.S. $1 dollar would continue to apply in Government: transactions and some 
commercial transactions (see page 12). Most commercial transactions which pre- 
viously were covered by the official exchange rate, are now subject to a new 

rate, 30 sucres equal U.S. $1 dollar for the sale of dollars, and 30.30 sucres for 
the purchase of dollars. 


Bilateral relations between the United States and Ecuador remain very good, al- 
though the conflict between U.S. and Ecuadorean law and regulations regarding 





fishing rights and related issues of maritime sovereignty places some continuing 
strain on relations. However, throughout 1981 efforts by the United States and 
other friendly countries to reduce tensions arising out of the Ecuador/Peru bor- 
der dispute contributed to increasing goodwill between the two countries. The 
U.S. Agency for International Development finances small scale projects in Ecuador 
to strengthen Ecuador's institutional and human resource capacity. 


Although data are shaky, the United States apparently provided an estimated 34.6 
percent of Ecuador's 1981 merchandise imports. Little, if any, growth in total 
imports is likely between 1981 and 1982, in large part because of the slowing of 
the growth rate of the economy and more active efforts on the part of the Govern- 
ment of Ecuador to restrict imports. Despite such restrictions, Ecuador should 
remain an important market for a wide range of capital goods and raw materials. 
Best prospects for incremental sales of U.S. equipment and services to Ecuador 
include power generation and distribution equipment, construction machinery and 
equipment, petroleum industry equipment, telecommunications equipment, automobile 
parts and accessories, and health and medical equipment. Ecuador has a policy 

of welcoming and encouraging foreign direct investment within the framework estab- 
lished by its membership in the Andean Pact. Some current foreign investors fault 
the Government for failing to always keep contractual commitments and for failing 
to establish clear "rules of the game.'' There are also complaints about a further 
slowdown in bureaucratic decision making. Prospects for early approval of hydro- 
carbons and mining legislation likely to be perceived as favorable by prospective 
private foreign investors remain dim. The U.S. Government continues to offer a 
wide array of programs to assist representatives of the U.S. business community 
interested in broadening U.S./Ecuadorean commercial relations. 


MACROECONOMIC SITUATION AND PROSPECTS 





ECONOMIC GROWTH: According to the Central Bank of Ecuador, the Ecuadorean Gross 
Domestic Product (GDP) grew by 4.8 percent in real terms during 1981, a figure 
only marginally different from the 1980 real growth figure of 4.6 percent. The 
1981 figure was very close to the 1981 National Operating Plan's goal of five 
percent. During 1981 public sector spending and investment provided the major 
impetus to growth. For a number of reasons, including lingering political uncer- 
tainties, lack of adequate sucre (local currency) credit, the high cost of foreign 
borrowing, higher labor costs and increasing labor conflicts, private investment 
slowed considerably during the year. 


In current prices, the 1981 GDP growth rate was 20.7 percent, with yearend GDP 
reaching $13,730 million, an average of $1,589 for each of Ecuador's 

8.8 million people (yearend 1981 estimate). Some observers suggest that the 
sucre is substantially overvalued and believe that a GDP per capita figure some 
20 to 40 percent lower would be more realistic. Because of data limitations, 
and the fact that the yearend GDP figure is preliminary and subject to revision, 
the foregoing GDP per capita figures should be treated with caution. 


Ecuador has been in a period of economic deceleration since the end of the 
"petroleum boom" in the mid-to-late 1970s. Reasonably respectable growth rates 
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have been obtained by substantial public sector external borrowings during the 
past 4 years, however. Among the factors causing the recent slowdown in growth 
have been the low level of petroleum exploratory activities during the past 
decade, political uncertainties arising out of the 1978-1979 "retorno" process 
under which a new constitution was drafted and a democratically-elected civilian 
president and congress replaced the former military government, delays in public 
sector spending for major development projects, and continued problems with the 
long-troubled crop production sector. During 1981 the Ecuador/Peru border con- 
flict, as well as the death of President Roldés and domestic political conflicts, 
resulted in further economic and political uncertainties and adverse effects on 
performance. 


Both the real and nominal GDP growth rates for 1982 should be lower than was 

the case in 1981. While the 1982 National Operating Plan, a complement to the 
1980-1984 National Development Plan, is forecasting 4.3 percent real growth, a 
rate of even four percent may be difficult to attain. The continued stagnation 
of much of Ecuador's external sector, a somewhat lower rate of growth in the 
increase in public sector spending, and expected continued sluggishness in 
private domestic investment will adversely affect growth prospects. Nonetheless, 
a real growth rate of four percent for 1982 would place Ecuador among the better 
performers among the Latin American economies for the year. 


PETROLEUM SECTOR: Exports of crude petroleum and petroleum products accounted 
for about 68 percent of Ecuador's revenues from merchandise exports in 1981 

and supplied more than 48 percent of total public sector revenues in 1980, and 
probably a similar percentage in 1981. In 1981 the sector contributed 9.9 per- 
cent of Ecuador's GDP. Petroleum production during 1981 was some 76.8 million 
barrels or an average 210.4 thousand barrels per day, about 3 percent higher 
than in 1980. The CEPE (Corporacién Estatal Petrolera Ecuatoriana, the state 
oil company)/Texaco Consortium operating in the eastern jungle region or 
"Oriente" was responsible for almost 98 percent of 1981 petroleum production. 
Crude exports during 1981 were some 45.7 million barrels, valued at $1,560 
million, up 11.9 percent from the (revised) 1980 value figure. The average per 
barrel price of crude exports declined from about $36.70 to approximately 
$34.10 between 1980 and 1981, however. 


Central Bank estimates indicate that Ecuador's "mining and quarrying" sector 
grew by some 1.2 percent during 1981 after recording a negative growth rate of 
five percent during 1980. The relatively low level of new investment in the 
sector was responsible for the low rate of real growth. Ecuador's non-fuels 
minerals sector remained negligible in macroeconomic importance as total pro- 
duction of minerals probably declined between 1980 and 1981. 


Petroleum sector real growth may reach two percent during 1982. A key variable 
will be CEPE's degree of success in initiating and maintaining production from 
its wholly-owned fields in the "Qriente.'' CEPE, which currently produces some 
1,400 barrels per day from mature fields on Ecuador's Santa Elena Peninsula, 
hopes to put 25,000 barrels of production "on stream" during the second half of 
1982. On the other hand, the continued softness of the world petroleum market 
may well result in a drop in 1982 petroleum export revenues, which would ad- 
versely affect the economy as a whole. 
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AGRI-FISH-LIVESTOCK SECTOR: Ecuador's "agrarian sector" may be defined as in- 
cluding the agriculture (crop production), fishing, livestock, and forestry 
sectors. As such, it employs about half of Ecuador's economically-active 
population, accounted for approximately one quarter of Ecuador's 1981 merchan- 
dise exports (down from over a third in 1980), and contributes about 14.6 per- 
cent to Ecuador's GDP. The sector as a whole, according to preliminary figures, 
grew at a real rate of four percent during 1981, much improved from the 1980 
growth rate of 2.5 percent (revised figure). The forestry sector grew by an 
estimated 9.6 percent during 1981, while the fishing and livestock sectors 

grew by five percent. That portion of the fishing sector producing for export 
was the most dynamic, as exports of raw and processed fish products grew by over 
20 percent between 1980 and 1981. A strike by fishermen protesting higher fuel 
prices was the principal reason for the drop in the sector's growth rate between 
1980 and 1981. As in past years, the crop production sector's output declined 
in per capita terms, an indication of the serious problems and uncertainties 
confronting the sector. Among complaints of farmers and ranchers are the system 
of "political prices" (the Government's policy of controlling prices at arti- 
ficially-low levels in order to benefit urban consumers), which results in 
reduced profit margins, and the lack of security of their investments. Many 
farmers have criticized the Government's unwillingness to evict squatters 
occupying land illegally and the lack of a clearly-defined policy on agrarian 
reform as obstacles to increased investment. Lack of adequate credit, exten- 
sion, marketing facilities, and infrastructure are also problems. 


It is quite possible that the 1982 growth rate for the agrarian sector will match 
1981's four percent growth. The growth rate of the fishing sector could be in 
the ten percent range, while coffee and cocoa exports may improve on their poor 
1981 performance. Despite increased availability of credit from the National 


Development Bank, however, the crop production sector may perform no better 
than in 1981. 


MANUFACTURING: Similar to the economy as a whole, the growth rate of the manu- 
facturing sector has been decelerating. The Central Bank estimates that the 
manufacturing sector grew by some 6.6 percent during 1981, down from 7.8 percent 
(revised figure) for 1980. The 1981 rate may be misleading, moreover, since 
some portion of 1981 growth is attributable to increased inventories rather than 
to goods produced and sold during the year. Slower growth reflects various 
factors, including the declining level of private investment since 1979. This 
slowdown has been caused by, among other factors, political uncertainties, in- 
creased labor costs and labor militancy, periodic difficulties in obtaining 
local currency financing, and the attractiveness of financial and real invest- 
ment opportunities outside Ecuador, The manufacturing sector contributed 19.2 
percent to Ecuador's 1981 GDP. 


The growth rate of the manufacturing sector is likely to decline further during 
1982, perhaps to about five percent. Causes of the anticipated drop in growth 
will likely be the slowing of domestic demand for locally-produced consumer 
durables that began in 1980 and the large number of labor conflicts likely to 
occur, On the other hand, the January 1982 decision to raise gradually the 
country's interest rate ceilings may help to make more credit available to the 
sector. 





CONSTRUCTION: The performance of the construction sector also deteriorated 
somewhat during 1981. The 1981 growth rate was some 4.6 percent, very close 

to the 4.8 real rate of growth of the economy. Among factors contributing to 
the slower rate of growth during 1981 were the wage increases and reduced work- 
week implemented in 1980, the high cost of (or unavailability of) financing for 
Many new projects, shortages of cement, and bureaucratic and other delays in 

the implementation of public sector projects. Increased construction of infra- 
structure projects in the petroleum producing region and expanded public housing 
and road construction helped counteract the above-mentioned negative factors. 


The Central Bank is predicting that the construction sector will grow by no 

more than 1.5 percent during 1982, a direct consequence of the reduced avail- 
ability of public sector funds for investment. During early 1982,both President 
Osvaldo Hurtado and Finance Minister Jaime Morillo stated clearly that some of 
the ambitious and costly projects contained in the National Development Plan 
would have to be cut back or postponed because Ecuador lacked the funds to imple- 
ment them. Morillo has stated, for example, that the construction of the new 
airports planned for Quito and Guayaquil would be postponed for at least 5 years. 
Release of the 1982 National Operating Plan (scheduled for February or March) 
could provide a good indication of just how severely the construction sector will 
be affected by elimination or postponement of major public sector projects. 


FISCAL PERFORMANCE 





The rapid increase in Central Government and other public sector spending that 
characterized the first 18 months of the Roldés Administration continued through 
1981, as Central Government expenditures rose by almost 40 percent during the 
year, to $2,300 million. Data on public sector spending outside the 

Central Government budget are less available, although the Embassy estimates 

that such spending during 1981 could have been as much as $3,000 million, of which 
as much as $900 million might have represented military spending for weapons pro- 
curement and related purposes. 


During 1981,the current revenues of both the Central Government and the remainder 
of the public sector increased only marginally, resulting in widening deficits 
and the need for a continuation of the extensive external borrowing policy of the 
past few years. A decline in the average per barrel price of petroleum exports, 
as well as widespread tax evasion, contributed to a 1981 Central Government 
deficit (before new borrowings, which are labeled "capital revenues" by the Gov- 
ernment) of nearly $800 million, or about 34 percent of expenditures. External 
and internal borrowings and other factors reduced the deficit to "manageable" 
proportions, approximately $300 million. Less information is available about 

the magnitude of the deficit of the rest of the public sector. 


The 1982 approved Central Government budget calls for expenditures of $2,591 
million, up only 12.6 percent from the preliminary figure for actual 

1981 expenditures. The actual 1982 expenditure figure may be up to ten percent 
higher, however, because the Executive Branch has the option of implementing a 
"codified" budget which allows for higher spending. The 1982 Central Government 





deficit is forecast at $696 million (before financing operations), with the 
Government planning to borrow $400 million externally to eliminate the major 
portion of the deficit. The Government's decision to increase planned 1982 
Central Government expenditures at a rate less than the country's 1981 infla- 
tion rate is an encouraging development, although it must be counterbalanced 
by the longer-term danger inherent in the fact that only about ten percent of 
planned total expenditures are earmarked for investment projects. Since 1970, 
there has been a sharp rise in the proportion of expenditures destined to pay 
the salaries and benefits of Ecuador's rapidly-expanding bureaucracy. During 
1982, public sector spending outside the Central Government could exceed $3,400 
million, resulting in total public sector spending equivalent to about 36 per- 
cent of projected yearend 1982 GDP. Such a percentage would represent a de- 
crease from 1980 levels. 


MONETARY POLICY AND INFLATION 


The behavior of Ecuador's money supply during 1981 was erratic, as uncertainties 
created by the border conflict with Peru, the outflow of money seeking higher 
rates of return, the Central Bank's intervention in the free foreign exchange 
market, and the decline in Ecuador's international monetary reserves helped 

cause an absolute drop in the amount of money in circulation during the first 8 
months of the year. Because of seasonal factors, a large jump in the money 

supply during December increased it to $1,912 million at the close of 

the year, up only 6.6 percent from the level at the end of 1980. Money supply 
growth during 1980 was about 28 percent. The much lower rate during 1981 was one 
of the factors that helped moderate inflationary pressures. Money supply growth 
should be higher in 1982 as a result of the Central Bank's efforts to make more 
credit available and the Monetary Board's January 1982 decision to allow increases 
in interest rate ceilings. On the other hand, should an increase in international 
interest rate levels later in 1982 draw additional funds out of the country, and 
should Ecuador's export sector continue its sluggish performance, the growth of 
the money supply will be constrained. 


Officially-measured inflation accelerated further during 1981, although, by 

Latin American standards, Ecuador's rate of inflation is indeed moderate. The 
country-wide increase in the Consumer Price Index (December 1980 to December 1981) 
was some 15.6 percent, versus 13.7 percent during the previous 12 months; for the 
city of Quito the corresponding figures were 17.9 percent and 14.5 percent. Offi- 
cial figures on inflation tend to understate the actual rate of inflation, perhaps 
by three to five percent, because of the composition of the "market basket" used 
to measure price changes. Inflationary pressures, fed in 1981 by the February 
decision to increase domestic petroleum prices as well as higher labor costs and 
higher public sector spending, may moderate somewhat during 1982, resulting in a 
country-wide increase in the Consumer Price Index of perhaps 14 to 15 percent. 
Nevertheless, the rate could be higher if the Government makes the politically- 
difficult decision to increase substantially domestic petroleum prices. While 
this move may be under consideration, its implementation is unlikely. 





INCOME DISTRIBUTION AND LABOR 


Income distribution in Ecuador remains highly skewed, with an estimated 50 per- 
cent of the country's population not earning enough to rise above the subsistence 
economy. There is little firm data available to allow measurement of income 
distribution trends since 1972, the year Ecuador became a petroleum exporter. 

It appears, however, that the economic changes resulting from petroleum exporting 
have led to a broadening of the country's "middle class" and that the middle class 
possesses an increasing portion of the nation's wealth. Nonetheless, it is also 
apparent that the "petroleum boom" during the decade of the 1970s did little to 
ameliorate income inequalities. Through its "Integrated Rural Development" stra- 
tegy, the Roldés and Hurtado Governments have increased spending for social pro- 
grams designed to benefit the rural poor. 


Ecuador's general minimum wage is the equivalent of $160 per month, among the 
highest in Latin America considering the relatively low productivity of Ecuadorean 
labor. An extensive and complicated system of fringe benefits raises the real 
minimum wage to about 160 percent of the nominal minimum wage. Higher minimum 
wages apply in various occupational categories, while workers in the agricultural, 
small business, and artisan sectors have lower minimum wages. Ecuador's popula- 
tion was an estimated 8.8 million at the end of 1981 and will likely reach 16 
million by the year 2000. Half the population is under 20 years of age. Ecuador's 
"economically active" population is about 2.9 million, with the labor force grow- 
ing by some 3.1 percent per year. Although few reliable and consistent data exist, 
real unemployment in Quito and in Guayaquil is probably in the ten percent range. 
Underemployment may be as high as 25 percent in urban areas and 75 percent in the 
countryside. A declining rate of economic growth, higher wages, population growth, 
especially urban, and the implementation of a 40-hour workweek have been among the 
factors contributing to an increase in unemployment during the past few years. 


EXTERNAL SECTOR 


BALANCE OF TRADE: There exist various measures of Ecuador's exports and imports, 
most of which are irreconcilable. Statistics on export and import licenses granted, 
and on import licenses liquidated, are collected by the Central Bank and made avail- 
able on a timely basis. Such statistics omit those transactions, such as certain 
public sector imports, that do not need licenses. In computing balance-of-payments 
performance, the Bank makes certain adjustments to its licenses granted/licenses 
liquidated statistics to attempt to take account of contraband imports and pre- 
valent underinvoicing of exports and imports on which taxes must be paid. Making 
analysis more difficult is the Bank's willingness to take advantage of its prero- 
gative to issue "revised" statistics. Official Finance Ministry trade statistics 
based largely on customs transactions are late in appearing and also exclude cer- 
tain public sector imports. U.S.-source data on U.S./Ecuador trade bear little 
relationship to Ecuadorean-source data. Comparing the two current statistical 
measures, export licenses granted, f.o.b., with import licenses liquidated, c.i.f., 
the latter probably yields the least inaccurate measure of Ecuador's merchandise 
trade performance. On this basis, Ecuador recorded a balance-of-merchandise trade 
surplus of $596 million in 1981, versus a surplus of $841 million in 1980. The 





recorded increase in merchandise imports, $1,946 million in 1981 versus $1,665 
million in 1980, a difference of $281 million or 16.9 percent between the two 
years, was principally responsible for the reduced surplus for 1981. Merchan- 
dise exports of $2,542 million in 1981 were only marginally higher than the 

1980 total of $2,506 million (revised figure). The poor performance of Ecuador's 
traditional agricultural exports (bananas, coffee, cocoa) during 1981 increased 
the importance of crude petroleum and petroleum product exports. In fact, non- 
petroleum exports dropped by some $100 million between 1980 and 1981, totaling 
$815 million in 1981, equivalent to only 32 percent of total merchandise exports. 


Full year 1981 data on Ecuador's bilateral balance-of-merchandise trade with 
the United States are not yet available. Based on preliminary data from Ecua- 
dor's Central Bank and Embassy estimates, total Ecuadorean merchandise exports 
to the United States during 1981 could have been as much as $850 million, with 
exports of petroleum and fuel oil likely to have approached $500 million. Ex- 
ports to the United States accounted for about one third of total 1981 exports, 
up somewhat from 1980. During 1981 Ecuador's merchandise imports from the 
United States were $656 million, resulting in an estimated balance in Ecuador's 
favor of about $200 million. Ecuadorean data on imports from the United States 
is on an f.o.b., licenses granted basis, whereas current data on total imports 
is on a c.i.f., licenses liquidated basis. 


Barring another dramatic increase in the world price of petroleum, the medium- 
term outlook for Ecuador's merchandise exports is not encouraging. While coffee 
and cocoa prices may recover somewhat from recent lows, the current world over- 
supply of oil should continue, putting downward price pressure on Ecuador's 
petroleum exports. Total merchandise exports during 1982 could be as much as 
$200 million lower than the 1981 total. Merchandise imports during 1982 will 
grow marginally, if at all, from the 1981 level because of lower economic growth 
and even more vigorous Government efforts to limit imports, particularly of 
"luxury goods." Ecuador's traditional merchandise trade surplus may drop to 
about $400 million during 1982. 


CURRENT ACCOUNT/CAPITAL ACCOUNT: The drop in the 1981 balance-of-merchandise 





trade surplus and, more importantly, the sharp increase in investment income out- 
flows, caused Ecuador's traditional current account deficit to jump to some 
$1,331 million (preliminary figure) in 1981, or more than double the (revised) 
1980 deficit. According to the Finance Ministry, interest payments on external 
debt alone exceeded $900 million in 1981, a record level. Ecuador's capital 
account surplus was a reported $1,035 million in 1981, up about 24.2 percent 

from the 1980 total, but considerably smaller than predicted in the 1981 National 
Operating Plan. The public sector's inability to utilize 1981 and previous ex- 
ternal borrowings to the extent forecast in the Plan was probably responsible 

for the shortfall. 


In early January 1982, the Finance Ministry forecast that Ecuador's 1982 current 
account deficit would be $1,000 million, an amount roughly equal to the antici- 
pated capital account surplus. Indications are that the current account deficit 





will be perhaps as much as $300 million more, and could be even greater if inter- 
national interest rates rise to higher-than-anticipated levels. On the other 
hand, the capital account surplus may be somewhat greater than the Ministry's 
forecast. 


BALANCE-OF-PAYMENTS AND RESERVES: Based on the net change in Ecuador's holdings 
of net international monetary reserves, the country recorded a $294 million balance- 
of-payments deficit in 1981. Reserves dropped to $563 million by yearend 1981, 
partly in reaction to the higher-than-anticipated balance-of-payments surplus 

of $226 million in 1980. The 1980 surplus was exaggerated somewhat because cer- 
tain borrowings to refinance public sector loans were disbursed at the end of 
1980, but the loans were not refinanced until early 1981. The net change in re- 
serves measure of balance-of-payments performance differs from a mere comparison 
of current and capital account positions because of transfers of about $30 million 
in 1981 and other adjustments. Ecuador's net holdings of international monetary 
reserves at yearend 1981 were equivalent to the value of 3.5 months of imports 
based on 1981 import licenses liquidated, c.i.f., but only 2.6 months of imports 
if one uses the Central Bank's adjusted balance-of-payments measure of imports. 


Contrary to Finance Ministry forecasts, Ecuador will probably experience another 
balance-of-payments deficit during 1982, with reserves falling by perhaps $150 
million, or half the 1981 drop. New external borrowings well in excess of cur- 
rently planned levels may be the only recourse open to Ecuador to avoid an even 
greater loss of reserves. The sale of a portion of Ecuador's gold reserves at 
commercial prices is one option reportedly under consideration as a means of 
limiting further losses in net reserves. 


EXTERNAL DEBT: During the past 6 months,more and better data, as well as addi- 
tional explanatory information, about Ecuador's public and registered private 
external debt have become available. The increased availability of such data 
is reassuring; what the data reveal is not. At yearend 1981, Ecuador's total 
external debt (excluding that portion of the private debt not registered with 
the Central Bank) stood at $5,536 million, equivalent to 40.3 percent of year- 
end 1981 Gross Domestic Product. The total external debt grew by some 20.3 
percent between the end of 1980 and the end of 1981. At yearend 1981, public 
external debt was $4,373 million (up 23.8 percent over the yearend 1980 figure), 
of which some $815 million was debt of the National Defense Board. All of the 
debt figures cited here include short-term debt. Registered private external 
debt at yearend 1981 was $1,163 million, up 8.5 percent during 1981. 


The high level of international interest rates had a severe effect on Ecuador's 
debt repayment requirements in 1981. Total interest repayments on external 
debt exceeded $900 million in that year, while amortization of principal was 

in the $400 million range. The debt service ratio (servicing of total external 
debt as a percentage of actual export earnings from merchandise and non-factor 
services) for 1981 was in the 45 percent range, versus an estimated 38 percent 
for 1980. If only public external debt is considered, the ratios drop to about 
34 percent for 1981 and 24 percent for 1980. 
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Total external debt may rise to the $6,500 million range by the end of 1982, 

with public external debt rising by close to 20 percent and reaching $5,200 
million by year-end. A total debt of this magnitude would represent some 38.6 
percent of Ecuador's projected year-end 1982 GDP. During 1982, Ecuador's debt 
service ration (public and private debt) is likely to be in the 50 percent 

range, or perhaps slightly higher if Ecuador's merchandise export sector continues 
its sluggish performance. In the Embassy's view, Ecuador's external debt repay- 
ment burden may well be the country's most serious macroeconomic problem over 

the near term. During the second half of this decade, however, even this problem 
will be dwarfed by Ecuador's impending departure from the ranks of petroleum- 
exporting countries. 


FOREIGN EXCHANGE: Ecuador has for some time operated a dual exchange market. 

The importance of the free exchange market, wherein the value of the sucre (local 
currency) fluctuates vis-a-vis foreign currencies, appears to have grown in 
importance in recent years. For over a decade, the Government of Ecuador has 
maintained an official exchange rate of 25 sucres equals one dollar. During 1981, 
the differential between the official and free market exhcange rate widened, in 
large part due to capital outflows motivated by political uncertainties and the 
opportunity to earn a higher rate of return on investments outside Ecuador. 

The free market rate of the sucre averaged about 30.9 to the dollar during 1981 
and reached 36 to the dollar at one point. At the beginning of 1982 the free 
market rate ranged between 34 and 39 to the dollar. To ease the pressure on the 
sucre the Joint Monetary Board recently announed a three-tier system of exchange 
rates which went into effect immediately. The new Central Bank rate of sucres 

30 equal U.S. $1 will pertain to most commercial transaction. The Central 

Bank controls the majority of exports and imports through licensing. 


Once licenses are issued, exporters and importers are obligated to transact 
through Central Bank currency purchases to cover shipments. Except for exports of 
petroleum and derivatives which continue to be subject to the sucres 25.00 rate, 
all export earnings will be converted at the new sucres 30.00 rate. Importers 

who are granted imported licenses for non-essential goods (appearing on list two 
of the Ecuadorean tariff schedule) will be able to purchase dollars through the 
Central Bank at a sucres 30.30 rate. Importers of capital goods (items on list 
one of the tariff schedule) will be able to purchase up to 40 percent of their 
dollar requirements for payment at the official rate of sucres 25.00 with the 
remaining portion at the sucres 30.30 rate. 


All transactions concerning services and investment will be at the new sucres 
30.30 rate. Foreign Currency loans of 1 to 2 years to authorized private 

sector industries will be guaranteed against devaluation risk at the sucres 30.30 
rate by the Central Bank. 


IMPLICATIONS FOR THE UNITED STATES 


BILATERAL RELATIONS: Relations between the Governments of the United States and 
of the Republic of Ecuador are good, with both the previous Roldos Administration 
and the Hurtado Administration recognizing the positive and continuing role 
played by the United States in encouraging and supporting Ecuador's return to 
constitutional government. During 1981, efforts by the United States and other 
friendly countries to reduce tensions arising out of, and later to mediate, 

the Ecuador/Peru border dispute contributed to a strengthening of goodwill be- 
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tween the two countries. Continued cooperation with the new Administration of 

Dr. Osvaldo Hurtado, following the death of President Jaime Roldos in May 1981, 
also served to strengthen U.S.-Ecuador relations. The most important manifesta- 
tion of U.S. support for Ecuador's democratic government was the reestablishment 
in 1979-81 of a new economic and technical cooperation program between Ecuador 

and the U.S. Agency for International Development (AID). This Ecuador-AID 

Program finances small scale projects that facilitate technology transfers from 
the U.S. universities and other sources and cooperates with Ecuador in strengthen- 
ing its institutional and human resource capacity to implement development programs 
that benefit low income Ecuadorean families. The Multilateral Development Bank 
(IDB) provide large resource transfer loans for Ecuador's hydroelectric projects, 
the construction of road and irrigation systems, rural electrification, industrial 
credits, and other large scale infrastructure projects. 


Nevertheless, conflict between U.S. and Ecuadorean law and regulations regarding 
fishing rights and related issues of maritime sovereignty places some continuing 
strain on otherwise excellent bilateral relations. During late 1980, the seizure 
of nine U.S.-flag tuna boats for fishing or transiting without license within 
the 200-mile territorial sea claimed by Ecuador triggered application of U.S. 
legislation requiring the imposition of an embargo on Ecuadorean tuna exports 

to the United States. 


OPPORTUNITIES FOR U.S. EXPORTS: The United States for many years has been the 
single most important source of Ecuadorean imports, capturing an estimated 34.6 
percent share of the market in 1981, down from 38.0 percent in 1980. The fore- 
going Ecuadorean-source figures should be interpreted as orders of magnitude 
estimates rather than hard data. Exports to Ecuador from the United States in- 
clude a wide variety of capital goods and raw and semiprocessed materials for 
industry, agricultural products, and, to a lesser degree, consumer goods. 


Given the country's continuing efforts to industrialize, Ecuador follows a 
generally liberal and flexible import policy for raw materials and capital goods. 
Imports that will enable the country to expand agricultural production are like- 
wise generally encouraged. The Government has for some years pursued import sub- 
stitution policies, particularly for consumer goods and agricultural products, 
and has discouraged the import of what it considers luxury goods, which include 
automobiles. 


Ecuador's worsening balance-of-payments situation during 1981 caused the Govern- 
ment, during the fall of 1981, to declare a ban on the import of most categories 
of automobiles. This restriction has subsequently been liberalized somewhat. 
Increases in tariffs on many categories of imports were also imposed in 1981. 
Further measures restricting imports can be expected during 1982. 


Ecuador's import policies are also guided by its membership in the Andean Pact 

and the Latin American Integration Association (which replaced the Latin American 
Free Trade Association), the result of which is often to discriminate against 
imports from the United States and other non-member countries. The Roldés and 
Hurtado Administrations have also shown an increasing desire to employ Government- 
to-Government transactions, particularly when the other state is willing to accept 
barter payments in Ecuadorean bananas or other agricultural products. 


The rapid increase in public sector spending has caused the Government of Ecuador 
and Ecuadorean public sector institutions to place increasing emphasis on supplier 
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credits or other innovative and flexible financing offers. On some occasions, 
credit arrangements are the deciding factor in procurement decisions. This can 
also be true for some private sector purchases, especially when Ecuador is in 

one of its periodic "liquidity crunches" caused by the unavailability of sucres 
for local currency lending and prohibitive rates on dollar or other foreign 
currency lending. In addition to financing considerations, some major purchasers, 
such as INECEL (the state electrification institute), and the Ministry of Public 
Works, sometimes require that offers be presented as package deals, with each 
"package" comprising many components. Companies from the United States willing 
to form consortia with foreign partners are likely to find their market prospects 
enhanced. 


For American companies not already represented in the Ecuadorean market, the 
appointment of a qualified and aggressive local agent or representative is strongly 
recommended. It is usually preferable to appoint an exclusive agent for the coun- 
try as a whole, particularly for items having a high unit cost. In situations 
where the Quito and Guayaquil areas are essentially two separate markets, the 
appointment of separate agents should be considered. In cases of contracts in- 
volving bidding procedures, the employment of an Ecuadorean legal representative 
is mandatory. Some U.S. companies also appoint a commercial or sales representa- 
tive. In recent months the importance of having a well-connected agent in Ecuador 
has increased, both because an acceleration in public sector spending has created 
additional sales opportunities and because a higher proportion of such opportuni- 
ties is being handled through procurement mechanisms other than well-publicized 
international calls for bids. An aggressive agent may be able to influence pro- 
curement decisions by becoming involved in the study and design stages of a pro- 
ject, that is before prospective suppliers lacking an on-the-scene agent are even 
aware of the sales opportunity. In selecting an agent, some new-to-market firms 
might consider associating themselves with an established dealer seeking to fill 
out his product line. 


For exporters of equipment and services unable to visit Ecuador, the Agent/Dis- 
tributor Service offered by the Department of Commerce in cooperation with the 
Embassy and Consulate General in Guayaquil is often an appropriate way to go about 
entering the Ecuadorean market. An alternative might be participation in a single 
company promotion or other trade promotion event sponsored by the U.S. Government. 
Upcoming events tentatively planned for Quito and Guayaquil include an Agricul- 
tural and Food Processing Trade Mission from the State of Florida, an Aircraft and 
Avionics Seminar Mission, and a Food Processing and Packaging Trade Mission. The 
next Guayaquil International Fair will be held in October 1983. 


The final section of this Report contains information on how representatives of 
the American business community may participate in the U.S. Government's wide 
array of export promotion activities. 


BEST PROSPECTS 


Ecuador should remain a significant market for a wide range of goods and services 
from the United States. In general, products from the United States are well 
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regarded by Ecuadorean importers, particularly if the exporter is able to pro- 
vide support services and spare parts; training, including Spanish language 
manuals and instructions for technicians; and flexible financing terms. The 
ability to make rapid deliveries is also an important consideration and one 
where many suppliers from the United States are facing strong competition from 
foreign exporters. 


Because of private sector uncertainties relating to the recent changeover in 
Administrations and private sector complaints that their representatives are 

not consulted by the Government, public sector projects generally represent the 
best sales opportunities for prospective U.S. suppliers over the next 18 to 24 
months. Should the Hurtado Government be able to bring about an acceleration of 
major project and priority spending as called for in the 1982 National Operating 
Plan, export opportunities will be further enhanced. 


POWER GENERATION AND DISTRIBUTION EQUIPMENT: INECEL, the state electrification 


institute, and regional power distribution authorities are the major end-users. 
INECEL's 1980-1984 Master Plan calls for spending $1,000 million for new generating 
facilities and $520 million for transmission and distribution lines and equipment. 
Major hydroelectric projects include Paute (financed in part by the Inter-American 
Development Bank and already under construction) and Agoyan. Other projects 
designed to take advantage of Ecuador's vast hydropower potential are in advanced 
stages of planning. Also of crucial importance to INECEL is its National Inter- 
connected System, to be financed in part by the World Bank. For many large scale 
and prestige projects, prospective U.S. suppliers will find it difficult to com- 


pete against the liberal financing terms likely to be offered by third-country 
export credit institutions. Hence, better opportunities can probably be found 

among less visible projects. Products with good sales potential include eleva- 

tion and reduction substation equipment, transformers, switchboards, distribution 
and high tension cables, and equipment for rural electrification projects, including 
"mini-hydro" facilities. Further information on Ecuador's electrical power sector 
is contained in a Post-Initiated Market Study on the subject completed in April 1981. 


CONSTRUCTION MACHINERY AND EQUIPMENT: The 1981 and 1982 National Operating Plans 
increase the already heavy emphasis the Government of Ecuador has placed on infra- 
structure projects, opening up substantial sales opportunities. Major end-users 
include the Ministry of Public Works, Army Corps of Engineers, and private con- 
struction companies, some of which work under contract to CEPE (state oil company), 
the CEPE/Texaco Consortium, and provincial and local public sector entities. 
Specific projects include road building, both inter-city and in rural areas as 
part of the Government's Integrated Rural Development Strategy; housing projects 
for the urban poor; potable water and drainage projects; and road building, pipe- 
line construction, and related infrastructure works by CEPE subcontractors in 

the oil-producing region. Best prospects for sales include self-propelled vibra- 
tory rollers, crushing plants, asphalt batching, and distribution and finishing 
plants, service trucks, lowboys, and equipment accessories and parts. New-to- 
market suppliers of crawler tractors, motorgraders, frontend loaders, and back- 
hoes face strong competition from Caterpillar and other established dealers. 
Opportunities for the sale of most used equipment are minimal, while leasing of 
construction machinery has not been successful in Ecuador. Additional informa- 
tion is contained in a Post-Initiated Market Study on Construction Machinery and 
Equipment completed in July 1981. 
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PETROLEUM INDUSTRY EQUIPMENT: Major end-users include CEPE, the state oil 
company; Texaco, which currently produces about 98 percent of Ecuador's crude; 
and City Investing. It is unlikely that additional foreign petroleum com- 
panies will be able to sign "risk sharing" exploratory contracts with the 
Government during the next 12 months. CEPE's efforts to locate and develop 
additional petroleum deposits have accelerated significantly since late 1979, 
opening up expanded sales opportunities for prospective U.S. suppliers. In 
early 1982 a CEPE contractor initiated efforts to locate additional natural 
gas deposits in the Gulf of Guayaquil. On the other hand, CEPE's industriali- 
zation efforts (expansion of the Esmeraldas refinery, construction of a new 
75,000 barrel-per-day refinery, construction of a lubricants plant, two fertili- 
zer plants, and eventually a petrochemical complex) are proceeding slowly because 
of shortages of qualified and experienced CEPE personnel and lack of adequate 
financing. The best prospects for incremental sales to CEPE in the short term 
include pipe, pumps and compressors, petroleum production equipment, petroleum 
storage tanks, drilling rigs and accessories, and replacement parts for the 
previously-mentioned items. U.S. construction and engineering companies may 
wish to approach CEPE to lay the groundwork for future involvement in major 
industrialization projects. In addition, U.S. suppliers of motor gasoline, 
diesel, and kerosene should be aware that CEPE imports over $200 million per 
year of these products. CEPE has a procurement office in Houston, which is 
located at 1980 South Post Oak Road, Houston, Texas 77056, telephone 713-850- 
1601, Telex 76-2441, although final procurement decisions are usually made by 
the CEPE headquarters in Quito. 


TELECOMMUNICATIONS EQUIPMENT: Best prospects for incremental sales include tele- 
phone switching and switchboard equipment; and commercial radio communications 
equipment. Major end-users include IETEL, the national telecommunications authority; 
the Ministries of Defense and Government (Police); and Ecuadorean television and 
radio stations. IETEL priorities include provision of voice communications links 
to the country's vast rural areas; establishment of a comprehensive telephone 
network in Ecuador; and eventual replacement of some of the more antiquated and 
failure-prone components of the current telephone/telex system. While Ericsson 
of Sweden has been supplying the bulk of Ecuador's telecommunications equipment 
in recent years, quality products from the United States, provided they are com- 
patible with existing equipment and supported by rapid delivery and follow up 
servicing, have good sales prospects. Products incorporating state-of-the-art 
technology are likely to have an advantage in the market. 


AUTOMOBILE PARTS AND ACCESSORIES: Sales opportunities include brakes and parts, 
parts for gasoline and diesel engines, tires, engine electrical equipment, and 
measuring and dispensing pumps. These products are usually sold through agents 
and distributors to the large and growing number of retail outlets. While high 
import duties and an increasing tendency of Ecuadoreans to purchase non-U.S. 
subcompacts are factors limiting future prospects, the market should remain 
lucrative over the next few years. Another factor tending to enhance market 
prospects is the Government's identification of new automobiles as "luxury" or 
"non-essential" imports and consequent efforts to limit such imports. Continua- 
tion of such import restrictions, as well as the February 1981 price increases 
for gasoline and diesel, could cause many Ecuadoreans to be more attentive to 
maintenance of their current vehicles. 
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HEALTH AND MEDICAL EQUIPMENT: Best prospects for sales include electro- 
medical equipment for human medicine, X-ray apparatus, medical-surgical 
furniture, and syringes. The health care field in Ecuador is dominated 

by a number of public sector agencies, including the Ministry of Public 
Health; IESS, the Ecuadorean Social Security Institute; the Armed Forces 

of Ecuador; and the National Police. The Ministry of Public Health alone 
controls about half the country's hospital beds. There are also a number 
of private clinics and laboratories. Improving health care in rural areas 
is an important priority of the Administration's Integrated Rural Develop- 
ment strategy, and should emerge as a major spending priority during the 
early 1980s. The United States has traditionally been the leading supplier 
of equipment to the health care sector, although recently a strong sales 
effort by Western European firms has reduced the U.S. market share. The 
fact that many Ecuadorean medical personnel have been trained in the United 
States is an advantage for U.S. exporters. 


INVESTMENT CLIMATE AND OPPORTUNITIES 


LAWS AND POLICIES: Because of Ecuador's membership in the Andean Pact, the 
Pact's Decisions 24, 103, and 109 are the major regional regulations governing 
foreign direct investment. These laws are supplemented by Ecuador's Industrial 
Development Law, approved during the mid-1970s, and specific sectoral laws, 
such as the Banking Law of 1970, the Hydrocarbons Law of 1971 (as amended), 
and the Fishing Law of 1973. In the past, Ecuador has chosen to implement 
some of the Andean Pact's restrictions on foreign investment in a flexible 
manner, such as by allowing two previously established branches of U.S. banks 
to retain 100 percent equity ownership. Both former President Roldés and 
President Hurtado have asserted that Ecuador welcomes and encourages foreign 
direct investment, particularly in ventures that are export-oriented or would 
otherwise further the objectives of the 1980-1984 National Development Plan. 
Ecuador offers various tax and other incentives to incoming investment, with 
more generous incentives available when investors are willing to locate 
outside the Quito and Guayaquil areas. The Ministry of Industries serves 

as the screening mechanism for foreign investment, while CENDES, the Indus- 
trial Development Center of Ecuador, offers certain assistance. 


EXPERIENCE OF U.S. FIRMS: Hydrocarbons (petroleum and natural gas) companies 
from the United States that have become involved in Ecuador have had decidedly 
mixed, and usually negative, experiences. The coming to power of the military 
government in 1972 led to a decision by most of the U.S. and other foreign-based 
petroleum companies then involved in Ecuador to leave the country. In the mid- 
1970s Gulf Oil Company and the Government came to an agreement whereby Gulf 

sold its share in the Texaco/Gulf/CEPE Consortium and the Trans-Ecuadorean Pipe- 
line System to the state oil company. The Government's cancellation of the ADA 
Consortium's and of Northwest Energy's natural gas concessions during the 1970s 
further discouraged many private oil companies. On the other hand, Texaco and 
City Investing continue their operations here but have indicated that Ecuador 





has not always fully honored its contractual obligations.* A number of other 
U.S.-based companies have indicated interest in undertaking exploratory acti- 
vities in Ecuador under mutually satisfactory terms and conditions. 


The experience of U.S. investors in Ecuador's manufacturing, food processing, 
tourism, and banking sectors has been more favorable, although there remains 

a degree of hesitancy on the part of some investors to incr«:ase their financial 
involvement here. Among some current investors there is also rising concern 
over labor conflicts, increasing labor costs, and the frequent failure of Govern- 
mental authorities to dislodge squatters or workers illegally occupying company 
installations. Another cause for complaint has been the further slowdown in 
the decision-making process among the bureaucracy. These concerns are far from 
universal among business community representatives; various U.S. citizens with 
business interests here remain generally satisfied with their operations. No 
reliable statistics on the net book value of U.S. direct investment in Ecuador 
are available; perhaps $650-700 million might be considered a "best guess." 


OPPORTUNITIES: The inability of the Ecuadorean Government to define the terms 

and conditions for new hydrocarbons sector exploratory activities suggests that 
the role of foreign oil companies in Ecuador will be limited over the near term 

to providing specific services under contract to CEPE or Texaco or purchasing 
whatever volumes of Ecuadorean “oriente" crude and fuel oil remain available for 
export. Opportunities for mutually beneficial investments exist in other sectors, 
however. Of highest interest currently is Ecuador's rapidly expanding shrimp 
farming industry. Other ventures in the broad "agroindustrial" area might also 

be worth investigating. There is also wide agreement that Ecuador has considerable 
potential as a producer of wood and wood products and as a producer of minerals. 
At present,minerals development is very limited, in part because much of Ecuador 
has yet to be explored and in part because of mining laws and policies that many 
prospective private investors perceive as offering insufficient incentives and 
guarantees. A new mining law is under consideration, but prospects for early 
approval and implementation are not bright. 


FOR FURTHER INFORMATION 





The Embassy in Quito and the Consulate General in Guayaquil, in cooperation with 
the Departments of Commerce, Agriculture, and State in the United States, welcome 
the opportunity to assist exporters, investors, and others from the United States 
interested in broadening U.S./Ecuadorean commercial relations. Those in the United 
States should make the nearest District Office of the Department of Commerce their 
first point of contact. Besides providing general briefing materials, the Depart- 
ment of Commerce trade specialists can provide both general and specific informa- 
tion and assistance, such as the previously mentioned Agent/Distributor Service, 
credit reports on individual Ecuadorean importers or prospective agents, recent 
market research studies, and guidance on the upcoming trade missions, technical 





*In late 1981 the Clyde Group, based in the United Kingdom, purchased the world- 
wide assets of the oil and gas exploration subsidiary of City Investing Company. 
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seminars, and catalog shows that are scheduled to be held in Quito and/or 
Guayaquil. Available publications include the February 1979 Oyerseas Business 
Report, "Marketing in Ecuador" (an updated version-is due to be published in 
early 1982). The Country Specialists for Ecuador in both the Department of 
Commerce's International Trade Administration and in the Foreign Agricultural 
Service, USDA, can also be valuable sources of assistance. Business visitors 
to Ecuador are invited to make an appointment to meet with the Foreign Commer- 
cial Service Officers assigned to Quito and Guayaquil, the Embassy's Agricul- 
tural Attache, or the Embassy's Economic/Petroleum Officer. Such Officers 

are prepared to offer all appropriate assistance, including making available 
U.S. Government facilities for small trade promotion events, suggesting possible 
appointments and contacts, and providing general and specific information on 
commercial and economic matters. 
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